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Chart 1 

Basic Assumptions 
0 	 Federal Reserve will seek to bring about a gradual reduction of 

inflation. 

0 Fiscal policy will be restrictive. 

0 Crop yields will be normal. 

0 Energy prices will rise only moderately. 

Financial Implications 

0 Interest rates will rise into early 1990 and then ease a bit. 

M2 will grow roughly 3.5 percent in 1989 and 5 percent in 1990. 

0 The dollar will fall moderately over the forecast period. 
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I
FISCAL POLICY ASSUMPTIONS -

For fiscal year 1990, sequester is avoided through a $27 billion deficit reduction 
package: 

$20 billion in spending cuts 

$7 billion in user fees and other revenue enhancements. 
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Forecast Summary 
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Chart 4 

ECONOMIC PROJECTIONS FOR 1989 


FOMC 


Central 
Range Tendency 

Percent change, Q4 to Q4 

Nominal GNP 5 112 to a 112 6 112 to 7 1l2 

Real GNP 1 112 to 3 114 2 112 to 3 

CPI 3 112 to 5 114 4 112 to 5 

Average level, Q4, percent 

Unemployment Rate 5 to 6 5 114 to 5 1l2 
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Household Spending 
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Business Spending 

REAL BUSINESS FIXED INVESTMENT 
Percenlcham. SAAR -

Toti BFI 

Percent change 

15 
0 4  to Q4 

1987 8.8 

1988 5.5+ 
0- 1989 3.8 

1990 1.1 

I I 15 
1988 1969 1990 

NONDEFENSE CAPITAL GOODS ORDERS 
Bmomof dollan Bllllonsof dollars 

1987 1988 

REAL INVENTORY-SALES RATIOS 

Aatb Ratlo
. 

1.75 

1.6 r 
1.85 

1.55 

.._ 1.45 
1987 1988 

CONTRACTS 

- 8  
NonreslddalConstruction 

&month movlngaverage 

- 7  

- 6

Am-
I I I 4 

NONFARM INVENTORY INVESTMENT 
Average annual rates, 1982 dollars- 60 

Aulo Dealer Sto& 

Omer (Second bar) 

40 


20 


0 
1888 1 W  1990 



Chart 7 

Government Sector 
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Labor Market 
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Prices 
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EXTERNAL BALANCES 
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FOREIGN EXCHANGE VALUE OF THE US. DOLLAR 
Ratio scale, March 1973 - 100 
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Overnight: 

Japan 3.82 3.94 
Germany 3.29 5.75 
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Long-term: 

Japan 4.29 4.90 
Germany 5.73 6.71 
U.S. 8.21 9.01 
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INDUSTRIAL PRODUCTION ABROAD ' 
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ECONOMIC POLICY ABROAD 

Increased concern about inflation and capacity pressures. 

Monetary policy expected to tighten further in 1989. 

Fiscal policy generally neutral (tighter in Germany). 
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Exports 
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Non-oil Imports 
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Petroleum and Products 
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U.S. CURRENT ACCOUNT 
Bllllons of dollars - -

Billims of dollars 

Merch- cumn( 
Trade Account 

1985 -1 22 -1 22 

1986 -1 45 -151 

1987 -1 60 -170 

1988 -1 25 -131 

1989 -1 22 -1 32 

1990 -98 -112 

... 
1968 1988 1990 

* ExdudngOSpHal gdn and lwra. 
U.S. CAPITAL TRANSACTIONS -

Binions of ~oiiars,Net I~ROWS-+ 

1986 1987 1988 1989 

1. Pllvate Capital, net 101 96 80 66 
2. US. Banking Offices 20 47 28 28 
3. Bonds and Stocks 1 2 65 28 39 25 
4. D M  investment2 3 23 16 16 14 
5. Other Flows -7 5 -3 -1 
6. 	 StalMlcal Dlscrepancy 16 19 16 20 

U.S. and Fonlgn official Assets 34 55 35 46 
7. Unitedstates -2 10 -6 4 
8. Other G-10 Countries 31 39 17 25 
9. 	 Other Countries 5 6 24 17 

Memo: 
10. U.S. and Other Q-10 Purchases of Dollars 18 95 2 na 
11. Current Account -151 -170 -131 -1 32 



Alternative Forecast 

Baseline: 	 Greenbook forecast extended into 1991 with 
assumptionof no new deficitreductionaction in 1991 
and a slight easing of short-term interest rates. 

Unchanged Dollar: 	 Dollar remains at current level; monetary policy 
adjusts to hold real GNP on baseline path. 

Percent change, Q4 toQ4 
Real GNP, US. 

Baseline 
Unchanged Dollar 

M2 
Baseline 
Unchanged Dollar 

GNP Prices 
Baseline 
Unchanged Dollar 

Real GNP Abroad* 
Baseline 
Unchanged Dollar 

0 4  level 
Current Account 

easeline 
Unchanged Dollar 

Other (3-10 countries. 

1989 1990 1991 

3.0 1.1 1.7 
3.0 1.1 1.7 

3.5 5.0 6.0 
3.8 5.3 6.5 

4.4 4.7 4.3 
4.4 4.5 3.9 

2.5 2.6 2.5 
2.6 3.3 3.3 

-1 29 -1 02 -80 
-130 -119 -112 
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Alternative Forecasts 

Baseline: 	 Greenbook forecast extended into 1991 with assumption of 
no new deficit reduction action in FYI991 and a slight easing 
of short-term interest rates. 

More Money: 	 Money stock is expanded rapidly enough to hold short-term 
rates at present levels. 

Tighter Fiscal: 	 $27 billion deficit reduction packagefor FY1990is expanded 
to $50 billion by raising income tax rates. 
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3.0 1.1 1.7 
3.5 3.1 4.0 
2.8 1.1 2.0 

4.4 4.7 4.3 
4.5 5.3 6.0 
4.4 4.6 4.3 
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4.2 7.5 9.4 
3.5 5.0 6.0 

5.5 6.1 6.5 
5.4 5.2 4.6 
5.5 6.2 6.4 

159 127 138 
157 100 68 
159 104 105 


